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ABOUT THE COVER 


The cover image shows a volume gauge on a 
production tank in Atlas’ Mooney area in northern 


Alberta. 


Atlas will be focusing on the development of this 
key area over the upcoming year. 


ANNUAL GENERAL MEETING 


Atlas invites shareholders and other interested 
parties to attend its Annual General Meeting on May 
8th, 2006 at 3:00 p.m. in the Strand/Tivoli room at 
The Metropolitan centre, located at 

333 - 4 th Avenue S.W. Calgary, Alberta. 


Shareholders not attending the meeting are 
encouraged to complete the form of proxy mailed 
with this report and return it at their earliest 
convenience. 
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Atlas Energy Ltd. is a junior oil and gas growth 
company, focused on developing large resource 
plays in conventional heavy oil and shallow 
natural gas. 


The common shares of Atlas trade on the TSX 
under the symbol “AED? 


Further information is available in the Corporate 
presentation on the Company's website at 
www.atlasenergyltd.com. 


HIGHLIGHTS 


FINANCIAL 


( thousands except per share amounts) 
Petroleum and gas revenue 
Funds from operations 
Per share — Basic 
— Diluted 
Earnings (deficit) 
Per share — Basic 
— Diluted 
Capital expenditures (net of dispositions) 
Corporate acquisitions 
As at December 31 
Net debt, including working capital 
Shareholders’ equity 
Total assets 
Common shares outstanding 
Basic 
Weighted average basic - 2005 
Weighted average diluted - 2005 


OPERATIONAL 


Average daily production 
Natural gas (mcf/d) 
Heavy oil (bbls/d) 
Non-heavy oil & Liquids (bbls/d) 
Oil equivalent (boe/d @ 6:1) 
Average sales price 
Natural gas ($/mcf) 
Heavy oil ($/bbl) 
Non-heavy oil & Liquids ($/bbl) 
Oil equivalent (S/boe) 
Operating costs ($/boe) 
Field Netback ($/boe) 
G&A Costs ($/boe) 
Wells drilled 
Gross 
Net 
Success rate % 
Proved plus probable reserves 
Natural gas (bcf) 
Heavy oil (mbbls) 
Non-heavy oil & Liquids (mbbls) 
Oil equivalent (mboe) 
Total land (acres) 
Gross 
Net 
Average working interest % 
Undeveloped land (acres) 
Gross 


interest % 


68,589 
827530 
0.63 
0.62 
(3,920) 


(0.08)| ~ 


(0.08) 
62,520 
59,976 


62,369 
139,256 
250;3i17, 


61,297,635 
51,577,098 
52,192,087 


16,603 
804 
468 

4,039 


8.21 
34.79 
50.61 
46.52 

8.74 
25.23 

As\ | 


83 
75.4 
100 


49.7 
7,529 
1,053 

16,865 


464,555 
370,320 
80 


305,036 
254,984 
84 


50,012 
Mey 
ODS 
0.54 
528 
0.01 
0.01 
57,348 
12,136 


17,734 
MSI 
140,202 


50,429,944 
46,129,496 
47,113,617 


14,265 
712 
506 

3585 


6.43 
30.34 
46.17 
38.00 

8.54 
21.38 

iL.7S) 


72 
63.5 
94 


39.4 
3,120 
ASS 

10,850 


467,621 
Masts 
80 


338,965 
DOTS 
86 
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Slotted pipe lining the horizontal wellbore allows heavy oil to flow into the wellbore while repelling sand. 


March 24, 2006 


FOURTH QUARTER 2005 HIGHLIGHTS 
ear end total proved plus probable reserves increased 55% over 2004 to 16.9 million Boe, with production 


replacement of 514% on a proved plus probable basis. 
131 (97 net) Million barrels of oil in place resource at Mooney recognized by independent engineers. 
77 (77 net) Bcf of natural gas in place resource at Unity recognized by independent engineers. 


Closed acquisition of Avalon Resources in late November adding 1,600 Boepd and over 60 development drilling 


locations. 
Drilled 31 (29.2 net) gas wells and 10 (8.3 net) oil wells for a 100% drilling success rate. 


Production increased to a record 2005 exit rate of approximately 6,000 Boepd. 


Fourth quarter cash flow reached a record $9.4 million, 


Completed $20 million equity financing and increased bank lines to $80 million. 


Atlas Energy Ltd 
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FOURTH QUARTER REVIEW 


Atlas Energy Ltd. (“Atlas” or the “Company’) initiated its winter drilling and facilities construction program in the 
Mooney area of northern Alberta in November 2005. Drilling and tie-in operations necessitated the shut-in of 
approximately 300 net barrels per day of oil production at Mooney during November and December. These shut-in 
volumes were offset by the inclusion of the Avalon volumes in December, resulting in Atlas achieving a record 
quarterly production average of 4,435 Boepd. Most of the shut-in volumes were restored at year-end, allowing the 


Company to reach record exit rates of approximately 6,000 Boepd. 
Mooney, Alberta (74% working interest) 


Mooney is a conventional heavy oil field which targets the Bluesky sand formation. A high recovery factor is 
expected due to the combination of low viscosity, 17 API gravity oil and favourable reservoir characteristics which 
facilitates efficient oil flow. Independent reservoir engineering consultants have assigned a primary recovery factor 
of 8 to 15 percent. The reservoir properties and the high quality oil make the pool conducive to waterflooding 
which management believes would further enchance recovery. A waterflood feasibility study has been conducted 
by independent reservoir engineering consultants showing an initial estimated total recovery factor of 20 to 25 


percent. Atlas plans to initiate a waterflood pilot later in 2006 to evaluate the potential for enhanced recovery. 


The first horizontal well in this pool has been on-stream since January 2005 and is currently producing at 
approximately 200 (131.0 net) barrels of oil per day. This well has already produced 80,000 barrels of oil. Atlas drilled 
two (1.5 net) successful step-out wells in the Mooney Bluesky oil pool in June 2005. The 2005/2006 winter drilling 
program consisting of 10 (7.2 net) horizontal wells and 4 (3.0 net) vertical delineation wells is nearing completion, 
with 8 horizontal wells and 4 vertical wells drilled as at March 20th. Four of these new horizontal wells have been 
brought on stream through temporary facilities with average initial rates of 250 (175 net) barrels of oil per day. The 


successful delineation wells drilled in January have allowed the Company's independent engineering consultants, 


Sproule Associates Limited, to provide an initial estimate of 131 million (approximately 97 million net) barrels of oil 
in place in the Mooney Bluesky heavy oil pool. Further discussion of the Atlas reserves is contained in the Reserves 


section of Management's Discussion and Analysis in this report. 


In order to facilitate stable year-round production from the Mooney field, and to decrease operating and 
transportation costs, Atlas has commenced construction of a $10 million ($7.5 million net) production and pipeline 
facility. Recent successful well completions have led Atlas to increase the capacity of the facilities to process 10,000 
barrels of fluid per day. These facilities will include an infield pipeline gathering system, a gas gathering system to 
EOTseRe SClLEOn gas, a water disposal system which will facilitate future waterflooding of the field, an oil treating 
battery and a 14 km sales pipeline to transport oil to another Atlas battery which is located near an all-weather 
paved highway. As at March 20, construction is on schedule and these facilities are expected to be operational by 


mid April 2006 which should result in stable, low cost production from the Mooney area. 


The high quality heavy oil produced at Mooney commands a premium selling price as compared to many other 
grades of heavy oil. Fourth quarter 2005 average wellhead prices received for Mooney oil were $38.40 per barrel, 
with average prices of $42.30 per barrel for calender 2005. These strong prices combined with expected low 


operating costs when the production facilities are on-stream are expected to generate high netbacks and excellent 


recycle ratios for this project. 
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Unity, Saskatchewan (100% working interest) 


Unity is a large exploratory play targeting shallow natural gas which was obtained through a farm-in on a 70,000 
acre land block. Atlas has drilled, completed and flow tested a total of 19 (19.0 net) wells, including 2 wells in the 
fourth quarter of 2005, from the Viking sand formation with flow rates in the central part of the pool (13 wells) 
averaging 270 mmcf/d. These successful tests have resulted in Atlas exercising its option to acquire an additional 

10 (10.0 net) previously drilled and tested Viking gas wells on the Unity farm-in block in the third quarter of 2005. 
Atlas has now earned 58.7 sections of land under this farm-in. During the fourth quarter Atlas acquired a 4800 acre 
100% working interest land block with one tested Viking gas well in the heart of the Unity gas pool. Atlas now owns 


approximately 66 sections of 100% working interest land In the Viking gas pool. 


Atlas’ independent engineers have recognized the significant resource potential of this gas pool by assigning 

initial estimates of gas in place volumes of 77 (77 net) bcf on Atlas 100% lands. More details of the Unity Viking gas 
reserves are provided in the Reserves section of Management's Discussion and Analysis. The Company has received 
approval for an initial down-spacing to two wells per section and the Company expects to drill and complete 

16 development wells in the second quarter of 2006. Atlas also plans to construct a 100% owned gas plant and 


gathering system in Q2 2006 to allow initial production from 29 wells at Unity to begin in July 2006. 
Pike’s Peak (~100% working interest) 


The Pike's Peak area is the main producing property acquired in the Avalon Resources corporate acquisition which 
closed in late November 2005. This area is characterized by vertical heavy oil production from large multi-well pools, 
often with multiple producing zones per well, and minor amounts of shallow gas production. Atlas identified over 
60 infill and step-out development drilling locations on the Pike’s Peak lands at the time of the Avalon acquisition 
and drilled 7 (7.0 net) successful oil wells at Pike's Peak in November and December of 2005. These wells are on 
stream at current rates averaging approximately 30 bopd per well, with production optimization on these and other 
area wells continuing. Atlas currently expects to drill up to 24 (24 net) wells at Pike’s Peak in the second and third 
quarter of 2006. 


Salt Lake, Saskatchewan (~ 100% working interest) 


Atlas drilled one (1.0 net) vertical heavy oil well in the Salt Lake area in the fourth quarter of 2005. Atlas now has four 
vertical heavy oil wells producing an average of 100 bopd each from new pools in the Salt Lake area. This success will 


lead to an expected six well development drilling program and a two to four well exploration drilling program in 2006. 


Atlas is currently building facilities to begin a pilot waterflood project in the Lloydminster heavy oil pool to maintain 
reservoir pressure. Water injection is expected to begin in early April 2006. Positive response from this test should 
lead to higher recovery factors and further horizontal development drilling in this pool. Natural gas production 

at Salt Lake is currently approximately 4.1 mmcf/d. New drilling and tie-ins planned for the third quarter of 2006 
should add incremental gas production volumes to the Salt Lake area. 
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Southern Alberta (88% average drilling working interest) 


In Southern Alberta, Atlas is primarily focused on developing large pools of shallow natural gas pools. Atlas has 

100 shallow gas potential locations In the Medicine Hat, Second White Specks and Belly River zones identified on 
Company lands. In the fourth quarter of 2005, Atlas drilled, completed and tied in 25 (23.2 net) shallow gas wells 
which added approximately 2.5 (2.2 net) mmcf/d of new initial gas production. The Company also completed new 
production facilities in the Little Bow area to accommodate Second White Specks shallow gas production. Atlas 
currently plans to drill, complete, and tie-in an additional 36 (31.8 net) shallow wells in the third and fourth quarters 


of 2006 and to build new shallow gas facilities in Long Coulee to reduce operating costs. 
Broadacres, Saskatchewan (100% working interest) 


Broadacres is a new shallow gas exploration play immediately south of the Atlas Salt Lake property. In the second 
quarter of 2005, Atlas acquired 23 sections (approximately 15,000 acres) of exploratory land at 100% working 
interest. An exploratory test well drilled last year by Atlas was completed in the Viking zone and flowed at 
approximately 200 mcf/d. Atlas expects to drill two (2.0 net) additional test wells in the third quarter of 2006 to 
determine the extent of this Viking gas play. 


NEW FINANCING AND CORPORATE DEVELOPMENTS 


Atlas agreed to a new banking arrangement in November 2005 whereby an $80 million credit facility will be 
shared equally in a bank syndicate including ATB Financial and West LB Bank, an international bank, and will be 


redetermined on May 1, 2006. 


Atlas also completed a bought deal financing of 4,762,000 common shares of the Company at a price of $4.20 per 
common share on December 30, 2005 resulting in gross proceeds of $20 million. This new capital, together with 
the expanded borrowing base and the Company's expected cash flow in 2006, is expected to fund Atlas’ capital 


expenditure program of $80 million in 2006. 


Atlas is pleased to announce that Mr. Bob Chaisson has joined the Board of Directors in early 2006 after resigning 
as Vice-President Operations. Mr. Harold Hay, PEng. has been appointed Vice-President Operations. Mr. Dennis 

Jamieson, C.A., has also recently joined the Company as Vice President Controller. | welcome these gentlemen to 
their new roles and also welcome all the other new members of the Atlas team who have joined in late 2005 and 


early 2006. | wish to express my sincere thanks to the Board and staff of Atlas for their hard work and loyalty. 
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OUTLOOK 


Atlas remains committed to its strategy of pursuing large resource plays in conventional heavy oil and shallow 
natural gas. Management believes successful initial exploration and testing of these resource plays will lead to long- 
term low-risk development programs that generate significant visible growth for the Company. Atlas continues to 
achieve positive results in its programs at Mooney, Unity, and Southern Alberta and has received initial hydrocarbon 
in place estimates at Mooney and Unity from its independent engineers, supporting the Company's view of these 


projects as large resource plays. 


Atlas has budgeted for capital spending of $80 million in 2006 which includes the drilling of 137 net wells. This 
drilling program will concentrate on development of the large heavy oil pools at Mooney and Pike's Peak and the 
large shallow gas pools at Southern Alberta and Unity. Additional wells will test new heavy oil pools in the Salt Lake 
area and new shallow gas pools in Broadacres area. Facilities construction to produce heavy oil at Mooney and 


shallow natural gas at Unity will also be a major focus in early 2006. 


Atlas is well positioned to continue its growth in 2006. The Company has assembled an inventory of over 450 
development locations in its core operating areas which are expected to provide several years of growth in 
production and reserves. All of these projects can generate attractive rates of return even at commodity prices 
significantly lower than current (mid-March 2006) price levels. Atlas has sufficient capital resources to fund the 2006 


expenditure program and the management team is looking forward to reporting our progress in 2006. 


Richard Lewanski 
President and CEO 
Atlas Energy Ltd. 
March 24, 2006 
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N AND ANALYSIS 


_Flow valve on Atlas tank in the Mooney heavy oil field 


e"“Company” or “Atlas”) financial condi 
to the previous year. Commen 


ancial statements visas on pa 
to 40 in this Annual Repo ooth an historical and prospe 


the ae ac imptions of future 


e date of this Se a dis ion and analysis is March 24, 2006. Additional information relatin 
ual information form, is available on SEDAR at www.sedar.com. All 


e River Resources Ltd. (“Castle River”). 


Certain information regarding the Company contained herein may constitute forward-looking statements. Forward- 


looking statements may include estimates, plans, expectations, opinions, forecasts, projections, guidance or other 


statements that are not statements of fact. Although the Company believes that the expectations reflect 


1in such 


forward-looking statements are reasonable, it can give no assurance that such expectations will prove to have been 


correct. These statements are subject to certain risks and uncertainties and may be based on assumptions that 


could cause actual results to differ materially from those anticipated or implied in the forward-looking statements. 


The Company's forward-looking statements are ex sly qualified in their entirety by this cautionary statement. 
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NON-GAAP MEASUREMENTS 


Wh 


This Management's Discussion and Analysis contains the terms “funds from operations’, “funds from operations per 
share” and “netbacks” which are not recognized measures under Canadian generally accepted accounting principles 
("GAAP"). Funds from operations as presented should not be considered an alternative to, or more meaningful than 
cash flow from operating activities as determined in accordance with Canadian GAAP as an indicator of the Compa- 
ny's performance. The Company's determination of funds from operations may not be comparable to that reported 
by other companies. The reconciliation between net earnings and funds from operations can be found in the state- 
ments of cash flows in the audited financial statements. In addition to net income, management utilizes netbacks, 
funds from operations and funds from operations per share as supplemental measures to assess the Company's 
leverage and operating performance. Funds from operations is also used by research analysts to value and compare 
oil and gas companies and is frequently included in published research when providing investment recommenda- 
tions. The Company also presents funds from operations per share whereby per share amounts are calculated using 
weighted average shares outstanding consistent with the calculation of earnings per share. Netbacks equal total 
revenue less royalties, transportation and operating costs calculated on a boe basis. Certain production information 
and reserves are reported in units of barrels of oil equivalent (“boe”). Disclosure provided in respect of boe units may 
be misleading, particularly if used in isolation. Where amounts are stated on a boe basis, gas volumes have been 
converted to barrels of oil equivalent at a ratio of 6,000 cubic feet (“mcf”) of gas to a barrel of oil equivalent. This 
conversion ratio is based upon an energy equivalency conversion method primarily applicable at the burner tip and 


does not represent value equivalency at the wellhead. 


Tables may not add due to rounding. 


DISCLOSURE CONTROLS AND PROCEDURES 


Disclosure controls and procedures are controls and procedures designed and implemented by, or under the 
supervision of the issuer's Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) to ensure that material 
information relating to the issuer is Communicated to them by others in the organization as it becomes known 
and is appropriately disclosed as required under the continuous disclosure requirements of securities legislation. 
In essence, these types of controls are related to the quality and timeliness of the financial and non-financial 


information in securities filings. 


An evaluation of the effectiveness of the design and operation of our disclosure controls and procedures was 
conducted as of December 31, 2005, by and under the supervision of Atlas’ management, including the CEO and 
CFO. Based on this evaluation, the CEO and CFO have concluded that the Company's disclosure controls and 
procedures, as defined in Multilateral Instrument 52-109, Certification of Disclosure in Issuers’ Annual and Interim 
Filings, are effective to ensure that information required to be disclosed in reports that are filed or submitted under 


Canadian securities legislation is recorded, processed, summarized and reported within the time periods in those 
rules and forms. 


OIL AND GAS RESERVES 


Under National Instrument 51-101, “Proved” reserves are those reserves that can be estimated with a high degree 
of certainty to be recoverable (it is likely that the actual remaining quantities recovered will exceed the estimated 
Proved reserves). In accordance with this definition, the level of certainty targeted by the reporting company should 
result in at least a 90 percent probability that the quantities actually recovered will equal or exceed the estimated 


reserves. There was no such consideration of probability under NP 2B. In the case of “Probable” reserves, which are 
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obviously less certain to be recovered than Proved reserves, NI 51-101 states that it must be equally likely that the 
actual remaining quantities recovered will be greater or less than the sum of the estimated Proved plus Probable 
reserves. With respect to the consideration of certainty, in order to report reserves as Proved plus Probable, the 
reporting company must believe that there is at least a 50 percent probability that the quantities actually recovered 
will equal or exceed the sum of the estimated Proved plus Probable reserves. In the case of “Possible” reserves, 
which are obviously less certain to be recovered that Probable reserves, NI 51-101 states that it is unlikely that 

the actual remaining quantities to be recovered will exceed the sum of the estimated Proved plus Probable plus 
Possible reserves. With respect to the consideration of certainty, in order to report reserves as Proved plus Probable 
plus Possible, the reporting Company must believe that there is a 10 percent probability that the quantities 
actually recovered will equal or exceed the sum of the estimated Proved plus Probable plus Possible reserves. 
Implementation of NI 51-101 has resulted in a more rigorous and consistent reserves evaluation and reporting for 


publicly traded oil and gas companies. 


SIGNIFICANT ACCOUNTING POLICIES 
Critical Accounting Estimates 


The preparation of financial statements in accordance with GAAP requires management to make certain judgments 
and estimates that affect the reported amounts of assets, liabilities, revenues and expenses. The process of 
estimating reserves is also critical to several accounting estimates and requires judgments and decisions based 

on available geological, geophysical, engineering and economic data. These estimates may change, having either 

a negative or positive effect on net income as further data becomes available, and as the economic environment 


continues to change. 
Asset retirement obligation 


The Company records a liability for the fair value of legal obligations associated with the retirement of long-lived 
tangible assets in the period which they were incurred, normally when the asset is purchased or developed. Upon 
recognition of the liability there is a corresponding increase in the carrying amount of the long-lived asset, which 
is depleted on a unit of production basis over the life of the reserves. The liability is adjusted each reporting period 
to reflect the passage of time, with accretion charged to income. Actual costs incurred upon settlement of the 


obligations are charged against the liability. 
Ceiling test 


The Company applies a two-stage ceiling test to capitalized costs to ensure that such costs do not exceed the 
undiscounted future cash flows from production of proved reserves. Undiscounted future cash flows are calculated 
based on management's best estimate of forward indexed prices applied to estimated future production of proved 
reserves plus anticipated proceeds from the sale of undeveloped properties, less estimated future operating costs, 
royalties net of Alberta Royalty Tax Credits, capital and income taxes, future development costs and abandonment 
costs. When the carrying amount of a cost centre is not recoverable, the second stage of the process will determine 
if any impairment exists and the if the cost centre is to be written down to its fair value. The second stage requires 
the calculation of discounted future cash flows from proved plus probable reserves. The fair value is estimated using 


accepted present value techniques, which incorporate risks and other uncertainties when determining expected 


cash flows. 
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Goodwill 


Goodwill is the residual amount that results when the purchase price of an acquired company exceeds the amounts 
allocated to the net assets and liabilities acquired, based on their fair values. Goodwill is assessed for impairment at 
year-end. When the carrying amount of goodwill exceeds the implied fair value of goodwill, an impairment loss is 


recognized for the amount of the excess. Such a process involves considerable judgment. 


SELECTED ANNUAL INFORMATION 


The following table sets forth the selected financial information for the years indicated: 


2005 2004 2003 

Audited Audited Audited 

Petroleum and natural gas sales, net of royalties $51,924 $40,513 $28,041 
Funds, from operations 32,530 DS ai V2 18,134 
Per share - basic 0.63 O55 0.52 
Per share - diluted 0.62 0.54 0.48 
Net (loss) earnings (3,920) 528 2,890 
Per share - basic (0.08) 0.01 0.08 
Per share - diluted (0.08) 0.01 0.08 
Total assets DS Orsi 140,202 93,402 
Net debt including working capital 62,369 17,734 4,384 


QUARTERLY FINANCIAL INFORMATION 


The following is a summary of selected financial information of the Corporation for the periods indicated: 


Three months ended 
Mar31, June30, Sept30, Dec31, | Mar31, June30, Sept30, Dec31, 


2005 2005 2005 2004 2004 


($ thousands except for per share amounts) 


Petroleum and natural gas 
sales, net of royalties 11,250 11,487 13,190 15,996 
Funds from operations 7,114 7,398 8,652 9,366 


7, A460 10,455 ASS TFASo 
4,633 6,020 ee 7,266 


Per Share — basic 0.14 0.15 0.17 0.17 0.12 One Ons 0.15 
Per Share — diluted 0.14 0.14 0.17 0.17 0.11 0.13 0.15 0.15 
Net earnings (deficit) (920) (1,284) (970) (746) 376 (91) 330 (87) 
Per Share — basic (0.02) (0.03) (0.02) (0.01) 0.01 - 0.01 - 
Per Share — diluted (0.02) (0.02) (0.02) (0.01) 0.01 ~ 0.01 - 
Total assets 145,444 149,208 156,659 256,317 | 101,536 129824 138,655 140,202 


Net debt including 


working capital 21,046 


25,586 30,145 62,369 S22 


27393 


21,415 


17,734 


Petroleum and natural gas sales trends are mainly affected by the Company's production volumes and the selling 
prices for the commodities sold. Increases in petroleum and natural gas sales during 2005 were due to production 
growth in natural gas and heavy oil as well as increases in commodity prices for natural gas, heavy oil and non- 


heavy oil and liquids in 2005 over the previous year. Funds from operations increased in 2005 due to the increased 
production and increased commodity prices. 
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Earnings or deficits are affected by production volumes, commodity prices, weather, taxation rates and the 
Company's success in adding new proven oil and natural gas reserves, which is charged to earnings as production 


occurs through its depletion, depreciation and amortization charges. 


FIELD NETBACKS 


Three months ended 

31-Dec-05 31-Dec-04 % 2005 2004 % 
Natural Gas ($/mcfexcept daily production) 
Daily production (mcf/d) 16,099 17,149 (6) 16,603 14,265 16 
Sales price 10.58 6.37 66 8.21 6.43 28 
Royalties 3.01 13 130 2.18 1.38 58 
Transportation 0.16 0.14 14 0.14 ONS (7) 
Operating expenses 1.95 lly 67 1.41 1.39 1 
Netback 5.46 3.75 46 4.48 Spall 28 
Heavy oil (5/bb/ except daily production) 
Daily production (bbls/d) 1p225 729 68 804 V2 13 
Sales price 35.42 27.50 29 34.79 30.34 [5 
Royalties 8.00 4.16 92 7.89 4.09 93 
Transportation 3.60 O/C c2 2.90 0.97. 205 
Operating expenses 7.16 5,35) 34 6.94 529 3 
Netback 16.66 17.21 (4) 17.06 19.99 (15 
Non heavy oil & liquids (5/bb/ except daily production) 
Daily production (bbls/d) 438 539 (19) 468 506 (8 
Sales price 45.80 44.91 2 50.61 46.17 10 
Royalties 3.84 6.67 (42) 6.68 6.74 (1 
Transportation 0.09 0.72 (51) 0.64 0.59 (10 
Operating expenses 17.95 13.46 33 13.63 14.15 (4 
Netback 23.92 24.06 1 29.66 24.69 21 
Barrels of oil equivalent (5/boe, except daily production) 
(@6:1) 
Daily production (boe/d) 4,346 4,127 5 4,039 3,595 12 
Sales price 53.79 B22 45 46.52 38.00 DD 
Royalties 13.79 7.04 96 Tesi oe Sy/ 
Transportation 1.61 0.82 96 1.24 0.86 44 
Operating expenses 11.06 7.56 46 8.74 8.54 2 
Netback 27.33 21.80 25 25.23 21.38 18 


Netbacks per unit are calculated by dividing the total revenue or expense category by unit of production, for each 


product separately and in summary by boe. 
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PRODUCTION 


For the full year 2005, Atlas averaged a 16% increase in natural gas production to 16,603 mcf/d from 14,265 mcf/d 
in 2004. Natural gas production decreased 6% to 16,099 mcf/d in the fourth quarter of 2005 compared to 17,149 
mcf/d for the same period in 2004 as a result of production declines at Salt Lake and production declines from 
medium depth wells in Southern Alberta. Wet weather in Southern Alberta delayed the Company's shallow gas 
drilling program until the fourth quarter. The Company drilled 32 shallow gas wells in the fourth quarter in Southern 


Alberta and production from these wells began in mid December 2005. 


Production for heavy crude oil increased 68% to 1,225 bbl/d in the fourth quarter of 2005 compared to 729 bbi/d for 
the same period in 2004. The increase in production in heavy crude volumes in the fourth quarter is mainly due to 
the acquisition of Avalon Resources Ltd. and production at Mooney, Alberta. Production from the Avalon properties 
was included from the acquisition date of November 25, 2005. For 2005, the Company's heavy crude oil production 
increased 18% to 804 bbl/d from 712 bbl/d in 2004. 


Non heavy crude oil and naturl gas liquids (“ngl") production was 19% lower in the fourth quarter of 2005 at 438 
bbl/d compared to 539 bbl/d in the same period in 2004. In 2005 non heavy oil and ng! average production 
decreased to 468 bbl/d from 506 bbl/d in 2004 as a result of production declines and minor property dispositions. 


COMMODITY PRICING 


Prices for natural gas in the fourth quarter of 2005 increased 66% to $10.58 per mcf from $6.37 in the same period of 


2004. The Company averaged $8.21 per mcf for natural gas in 2005, a 28% increase from $6.43 per mcf in 2004. 


Heavy crude oil prices in the fourth quarter of 2005 were $35.42 per bbl, a 29% increase from $27.50 received in the 
same quarter of 2004. In 2005 Atlas averaged $34.79 per bbl for heavy oil, a 15% increase from $30.34 per bbl in 2004. 


Non heavy crude and ngl prices increased 2% in the fourth quarter of 2005 to $45.80 per bbl from $44.91 per bbl in the 
same period of 2004. The average price for 2005 was $50.61 per bbl, a 10% increase over the $46.17 per bbl in 2004. 


HEDGING ACTIVITIES 


Atlas’ Board of Directors has adopted a hedging policy to mitigate some of the commodity pricing risk to which 
the Company is exposed. The objective of the policy is to provide the Company with protection from negative 
commodity price movements. The general guideline that the Company follows in hedging commodity prices is to 
fix a floor for certain future sales prices for approximately 30% of production. As the Company's production base 

is comprised of approximately 60% natural gas, hedging activities to date have been in the form of costless collars 
for natural gas production only. Atlas is monitoring other factors such as its oil production, oil prices and heavy oil 


differentials and may take positions in this commodity as well when appropriate. 
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HEDGING CONTRACT SUMMARY FOR NATURAL GAS 


Volumes Price 
Period (GJ per day) Type of contract (Cdn $/GJ) 
November 1, 2005 - March 31, 2006 2,000 Costless Collar $6.50 - $8.50 
November 1, 2005 - March 31, 2006 2,000 Costless Collar $6.50 - $7.90 
January 1, 2006 - March 31, 2006 2,000 Costless Collar $10.60 - $16.00 
January 1, 2006 - March 31, 2006 2,000 Costless Collar $10.25 - $16.00 


April 1, 2006 - October 31, 2006 2,000 Costless Collar $9.00 - $13.13 


The mark-to-market value as at December 31, 2005 for existing contracts in place was a loss of $330,120. 


REVENUE 


Three months ended 


(5 thousands except per unit amounts) 31-Dec-05 $/unit 31-Dec-04 S$/unit $/unit 2004 $/unit 


Natural gas 15,671 10.58 10,057 6.37 | 49,735 8.21 Sy 50 6.43 
Heavy oil 3/92 35.42 1,844 Dies On| O21 2S 427.9 7,902 30.34 
Non heavy oil & liquids 1,846 45.80 2229 44.91 8,642 50.61 8,997 46.17 
Total POY) 3/9) 14,130 37.22 | 68,589 46.52 SOOI2 — 3S00 


Substantially higher natural gas prices in the fourth quarter of 2005 over the same period of 2004 resulted in natural 
gas revenue of $15.7 million, a 56% increase from the $10 million achieved in the fourth quarter of 2004. Increased 
heavy oil production in 2005 and higher natural gas prices were the main contributors to a 37% increase in total oil 


and gas revenue compared to 2004. The Company’s higher natural gas prices resulted in a 48% increase in natural 


gas revenues in 2005 to $49.7 million from $33.6 million in 2004. During 2005, approximately 4% of Atlas’ natural gas 


sales in Alberta were pursuant to long-term contracts sold through aggregators and approximately 96% were sold 


into spot markets. 


Heavy crude oil production increased substantially in the fourth quarter of 2005 due to the Avalon acquisition, 
which resulted in heavy oil revenue of $4 million, a 116% increase from the $1.8 million achieved in the same 


quarter of 2004. In 2005 heavy crude oil revenues were $10.2 million, a 29% increase from $7.9 million in 2004. 


Non heavy crude oil and ng! revenue decreased 17% to $1.8 million in the fourth quarter of 2005 over $2.2 million 
from the same period in 2004 due to a 19% production volume decrease. Non heavy crude oil and ng! revenues in 
2005 were $8.6 million, 1% higher than the $8.5 million achieved in 2004 due to higher prices which were offset by 


8% decrease in production. 
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ROYALTIES 


Three months ended 


31-Dec-05 31-Dec-04 % 


(5 thousands except per boe amounts) 


Crown 

Freehold and GORR 

Total royalties 5,639 2,798 102 17,165 9,998 72 
Royalty credits (1) (126) (127) - (500) (498) 

Net royalties 5 513 2,671 106 16,665 9,500 75 
Per boe 13.79 7.03 96 11.30 2 5/ 
Percent of total revenue 26% 19% - 24% 19% = 


(1) Alberta Royalty Tax Credit. 


Royalties, as a percentage of revenue, increased to 26% in the fourth quarter of 2005 from 19% in the fourth quarter 
of 2004 as a result of higher commodity prices. Royalties, net of the provincial royalty credits, increased 75% to 
$16.7 million in 2005 from $9.5 million in 2004. This increase in royalty expense is due to an increase in oil and gas 
revenues of 37% in 2005 compared to 2004 as well as increased production from higher royalty rate areas. Net 


royalty rates in 2005 averaged 24% of total revenues as compared to 19% in 2004. 


OPERATING COSTS 


Three Months Ended 


(5 thousands except per boe amounts) 31-Dec-05 31-Dec-04 % 


Total operating costs 4,423 DoT2 54 
Per boe 11.06 7.56 46 
Percent of total revenue 21% 


12,890 11,242 15 
8.74 8.54 
19% 


In the fourth quarter of 2005 operating costs increased 46% per boe to $11.06 per boe from $7.56 per boe for the 
same period of 2004. Total operating costs for 2005 increased 15% to $12.9 million from $11.2 million in 2004 as a 
result of higher production volumes. Per unit operating costs increased 2% in 2005 to $8.74 per boe from $8.54 per 
boe in 2004. Higher operating costs were experienced in the Salt Lake area of Saskatchewan as a result of several 
pump changes and well workovers on producing oil wells in the fourth quarter. Operating costs for the Mooney 
area in the fourth quarter increased due to water hauling and disposal fees. Theses costs are expected to decline 
beginning in the second quarter of 2006 when the Mooney production facilities are operational. Gas operating 
costs were high in the fourth quarter due to a one-time adjustment to third party gas gathering and processing fees 


in the Dawson area. Gas operating costs are expected to decrease in the first quarter of 2006. 


TRANSPORTATION EXPENSE 


Three months ended 


(5 thousands except per boe amounts) 31-Dec-05 31-Dec-04 


% 


Total transportation costs 645 310 108 


Per boe 1.61 0.82 96 
Percent of total revenue 


1,834 is2 62 
1.24 0.86 44 
3% 


Transportation expense refers to the cost of moving marketable crude oil and natural gas to their selling points. 
Fourth quarter 2005 transportation expenses were 108% higher than the 2004 fourth quarter due to a 68% increase 
in production of heavy crude oil in the fourth quarter of 2005. Transportation expenses in’ 2005 were $1.8 million, a 


62% increase over $1.1 million in 2004 due to an increase in heavy crude oil production during the year. 
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GENERAL AND ADMINISTRATIVE COSTS (“G&A”) 


Three months ended 


(5 thousands except per boe amounts) 31-Dec-05 31-Dec-04 


% 


G&A costs 1,358 1,536 (12) 4,716 4,330 9 
Stock-based compensation expense 442 (298) 248 1,287 406217 
Overhead recoveries (595) (275) 116 (1,542) (1,078) 43 
Salary reallocations (391) (461) @5) — C1255) C305) 4 
Net G&A costs 814 502 62 3,106 27353 32 
Per boe 2.04 1.32 55 Dalal 1.79 18 
Net G&A costs - excluding 

non-cash share option expense 37/2 800 (54) 1,819 1,947 (6) 


Per boe 0.93 2.10 


General and administrative costs (G&A), net of recoveries and reallocations, of $0.8 million for the fourth quarter of 
2005 were 62% higher than the $0.5 million recorded for the same period of 2004. The increase for the quarter was 
due to an increase in the share option expense. The 9% increase in G&A costs from $4.3 million in 2004 to $4.7 million 
in 2005 is due to an increase in staffing levels from 29 full time employees to 35 in 2005, while the 32% increase for 
the year in net G&A costs to $3.1 million from $2.4 million in 2004 was due an increase in stock based compensation 


expense. The Company currently employs 28 full-time head office staff and eight field operations staff. 


The Company's overhead recoveries are a function of the number of properties operated by the Company and its 
operated capital program. Atlas reallocates to capital the salaries of professional staff directly associated with the 


Company's exploration and development activities. 


Atlas expects general and administrative costs in 2006 to increase slightly due to further staff being hired as the 


Company's production and operations grow and higher office rent costs on new premises. 


INTEREST EXPENSE 

(50005) 2005 2004 % 
Financing WNP 403 176 
Other 275 - 100 
Total interest 1,387 403 244 
Per boe 0.94 0.31 203 
Average bank debt 30,903 8,841 249 
Average interest rate 4.48% 4.03% 11 


The Company's interest costs in 2005 increased to $1.4 million due to higher bank debt outstanding throughout the 
year. Additionally, average interest rates increased to 4.48% in 2005 from 4.03% in 2004. 


DEPLETION, DEPRECIATION AND ASSET RETIREMENT OBLIGATION (“DD&A") 


(5 thousands except per boe amounts) 2005 2004 % 
Depletion, depreciation and asset retirement obligation 34,219 24,391 40 


Per boe 23.21 18.53 25 
PerbO@ En — 
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The Company's DD&A, which includes a provision for future costs of abandonment and restoration, increased to 
$34.2 million from $24.4 million in 2004. The 40% increase is primarily attributable to higher production and a higher 
capital base from the 2005 capital program. Atlas expects that per unit DD&A will begin to trend lower in the future 
as the Company receives proven reserve credit from successful drilling in its resource properties at Mooney 


and Unity. 


CEILING TEST 


In accordance with Canadian accounting standards for full cost accounting, the Company performs an annual 
ceiling test calculation, whereby the net book value of the Company's oil and gas properties is compared to the 
estimated future value of its proven reserves. Reserves were valued based upon the future prices at December 

31, 2005 as forecast by Sproule Associates Limited, the Company's external reserve engineers. No write down was 
required for 2005 using commodity prices of $9.49 per mcf for natural gas and $39.50 per bbl for crude oil, including 


heavy oil. 


TAXES 


The Company recorded a future income tax expense amount of $1.5 million in 2005 compared to a recovery of 
future income in 2004 of $12,905. The recovery of tax in 2004 was due to a newly enacted corporate tax reduction 


during 2004 which significantly reduced the future income tax expense in 2004. 


With the exception of capital taxes and resource surcharge, the Company has no current income taxes payable 

in 2005. The Company recorded current taxes of $950,000 during 2005 (compared to $477,000 in 2004). Large 
Corporations Capital Tax in 2005 increased to $350,000 (compared to $100,000 in 2004) due a larger capital tax base 
in 2005. Saskatchewan Resource Surcharge increased to $600,000 in 2005 (compared to $377,000 in 2004) due to 


substantially increased production from Saskatchewan. 


At year-end, the Company had unused tax pools totaling $133.7 million, up from $92.1 million in 2004, which may 
be used to offset future income tax liabilities. Based on its current tax pools and the Company's planned capital 


expenditure program of $80 million, Atlas does not expect to be cash taxable in 2006. 
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TAX POOLS AS AT DECEMBER 31 


eee a 2005 2004 Rated 
Undepreciated capital cost 30,837 15,699 25-30% 
Canadian oil and gas property expense 22,440 17,646 10% 
Canadian development expense 57,935 35,309 30% 
Canadian exploration expense 20,427 20,492 100% 
Non-capital losses = ‘ 728 100% 
Share issue costs 2,090 2,206 20% 


Total tax pools 133,729 92,080 


FUNDS FROM OPERATIONS AND NET EARNINGS 


2005 2004 

(9 thousands except per boe amounts) Total Per boe @6:1 Total Per boe @6:1 

Production revenue 68,589 46.52 50,012 38.00 
Royalties, net of ARTC 16,665 esi 9,500 7.22 
Net revenue 51,924 357) 40,512 30.78 
Operating expenses 12,890 8.74 11,242 8.54 
Transportation 1,834 1.24 1s 0.86 
Net operating income 37,200 D523} 28,138 21.38 
General & administrative 1,821 1.24 1,946 1.48 
Interest 1,387 0.94 403 0.31 

Capital taxes 950 0.64 477 0.36 
Asset retirement costs (7) Dil 0.35 483 0.37 
Funds from operations 32,530 22.06 24,829 18.86 
Share option expense 1,287 0.87 406 0.31 

Depletion & depreciation 34,219 23.21 24,391 18.53 

Future tax (reduction) expense 1,456 0.99 (13) (0.01) 
Asset retirement costs (1) (512) (0.35) (483) (0.37) 
Net (loss) earnings (3,920) (2.66) 528 0.40 


(1)Asset retirement costs are deducted to arrive at Funds from operations and are added back to arrive at Net 


earnings. 


In 2005, the Company's funds from operations were substantially higher due to higher production volumes and 
higher commodity prices. Funds from operations were $33 million in 2005 ($0.63 per share basic and $0.62 per share 
diluted), a 31% increase from 2004 funds from operations of $25 million ($0.55 per share basic and $0.54 per share 
diluted). The Company had a net loss in 2005 of $3.9 million ($0.08 per share basic and diluted), as compared to 

$0.5 million in net earnings ($0.01 per share basic and $0.01 per share diluted) in 2004 due to increased depletion 


expense, 


RELATED PARTY TRANSACTION 


During the year, the Company was billed $173,000 in legal fees by a law firm in which one of the Company's directors 
is a partner. Amounts were expensed as legal fees under General and administrative expenses, capitalized as 
transaction costs associated with the acquisition of Avalon Resources Ltd., and booked to share capital as expenses 
associated with the $20 million equity issue which closed on December 30, 2005. As at December 31, 2005, included 


in accounts payable was $136,000 owed to the law firm. The transactions were made at the exchange amount, in the 


normal course of operations, being the amount agreed to by the parties. 


Atlas Energy Ltd | 2005 Annual Report 


LIQUIDITY AND CAPITAL RESOURCES 


Total market capitalization December 31 

(50005 except share and per share amounts) 2005 2004 
Common shares outstanding 61,298 50,430 
Share price 4.80 3.40 
Market value of common shares 294,229 171,462 
Net debt, including working capital 62,369 17,734 
Asset retirement obligation 8,069 6,012 
Future income tax liability 28,170 (PAE: 
Total capitalization 392,837 207,983 


The Company's total capitalization increased 89% to $393 million at December 31, 2005 with the market value 
of common shares representing 75% of total capitalization. Debt represented 16% of capitalization, while asset 
retirement obligation and future taxes accounted for nine percent. The market value of the Company's common 
shares increased to $294 million as a result of an increase in the number of outstanding shares and an increase in 


the market value of the common shares. 


Atlas has a credit facility with a syndicate of two financial institutions in the amount of $80 million, of which $48 
million was drawn at year end. The facility bears interest at bank prime rate payable monthly and is secured by a 
general security agreement. The facility is subject to a semi-annual review and the next review will be undertaken 
by May 1, 2006. This review will include a borrowing base re-determination and a full assessment of the Company's 
financial position, operations and current reserve report. Atlas settles sales receivables and trade payables in 
accordance with normal industry standards while maintaining working capital liquidity by drawing from and 
repaying its unutilized bank facility as needed. The Company expects to be able to fund its 2006 capital expenditure 
program using operating cash flow and available bank credit facilities. With high working interests and operatorship 
of most of its operations, Atlas has discretion over the pace and timing of almost all of its 2006 capital program. 
Changes to operating netbacks and capital projects are monitored and adjustments are made, if required to ensure 


the Company's financial strength. 


The Company also utilizes equity issues from time to time to finance an expansion of its capital program. On 
December 30, 2005, the Company closed a bought deal financing of 4.76 million common shares at a price of $4.20 
per share for gross proceeds of $20 million. This financing was used to fund the Company's oil and gas acquisition, 


exploration and development activities. 
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SHARE CAPITAL 


Authorized: 
Unlimited number of voting common shares, without par value 


Unlimited number of preferred shares, without par value 


Issued: 
Number of 

Shares Amount 
Common shares: 
Outstanding as at December 31, 2004 50,429,944 S$ 84742549 
Tax effect of December 2004 flow-through - (2,267,521) 
Issued on exercise of stock options 450,657 1,068,865 
Share issue costs - (1,083) 
Outstanding as at March 31, 2005 50,880,601 S$ 83,542,810 
Issued on exercise of stock options 86,666 191,938 
Outstanding as at June 30, 2005 50,967,267 S$ 83,734,747 
Issued on exercise of stock options 422,998 2,044,010 
Tax effect of share issue costs - 389 
Tax adjustment on December 2004 flow-through - (158,730) 
Outstanding as at September 30, 2005 51,390,265 S$ 85,620,416 
Issued on exercise of stock options 50,000 337,354 
Issued on acquisition of Avalon Resources Ltd. 5,095,370 24,152,053 
For cash 4,762,000 20,000,400 
Share issue costs, net of tax __ - (721,547) 
Outstanding as at December 31, 2005 61,297,635 $ 129,388,676 


CONTRACTUAL OBLIGATIONS 


Atlas enters into contractual obligations in the normal course of business, including the following: 


purchase of services; 
farm in agreements; 
royalty agreements; 


operating agreements; 
transportation agreements; 


right of way agreements; 


) 
) 
) 
) 
5) processing agreements; 
) 
) 
) flow through share agreements; and 
) 


lease agreements for office space, office equipment, and vehicles 
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Commitments for office rent are outlined below. 


2006 2007 
Office rent - remaining portion of five year operating lease $ 180,234 $ 165,209 
CAPITAL EXPENDITURES 

Three months ended 

($0005) 31-Dec-05 31-Dec-04 2005 2004 
Land (80) 656 677 4,890 
Seismic 40 267 1,541 2,091 
Drilling and completions 9,747 4,476 28,592 SH PPS) 
Recompletions and workovers 1,679 2,627 3,867 5,078 
Equipping and facilities 11,089 2,601 20,361 10,263 
Corporate acquisitions 59,976 = 59,976 12,136 
Property acquisitions 1,014 (807) 4,554 3,124 
Property dispositions - (731) (478) (1,643) 
Capitalized expenses 616 1,014 2,396 1,789 
Other 358 (96) 1,010 477 
Exploration and development expenditures 84,139 10,007 122,496 69,484 
Asset Retirement 1,468 (1,749) 2,045 (532) 
Total capital expenditures 85,607 8,258 124,541 68,952 


Of the total capital spent in 2005, $28.6 million was spent on Atlas’ drilling program. Atlas’ exploration and 
development program in 2005 resulted in 79 wells (71.4 net) being drilled with an overall success rate of 99%. 
Thirty-one of these wells (25.4 net) were drilled in the Company's core region of Southern Alberta resulting in all 
natural gas wells (25.4 net). In Northern Alberta 5 wells, (3.6 net) were drilled resulting in four oil wells (2.8 net), and 
one dry hole (0.8 net). In Saskatchewan 43 wells, (42.4 net) were drilled resulting in 13 oil wells (12.9 net), and 30 
gas wells (29.5. net). A further $20.4 million was expended on equipping and tie-in of wells for production and $3.9 


million was spent on workover and re-completion projects. 


Corporate acquisitions for 2005 in the amount of $60 million is the fair value of property, plant and equipment 
acquired through the acquisition of Avalon Resources Ltd. which closed on November 25, 2005. Corporate 
acquisitions for 2004 in the amount of $12.1 million is the fair value of property, plant and equipment acquired 
through the acquisition of 1003068 Alberta Ltd. which closed on April 21, 2004. 


For 2006 Atlas’ capital expenditure budget of $80.0 million and is expected to be primarily funded by funds from 
operations and bank credit facility as required. This program includes the drilling of approximately 137 net wells. 
Revisions to this budget may occur based on drilling and production results, financial capabilities, and capital 
spending opportunities. 
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DRILLING RESULTS 


Three months ended 
31-Dec-05 31-Dec-04 2005 2004 
ee LOSS ee NEC ClOS5 ee Net mee» GOSS "eNotes Gros same Neta 
Natural gas wells 31 29,2 5 28 GS) 589) 49 421 
Non heavy oil wells = - 1 0.5 ~ - 4 3.0 
Heavy oil wells 10 9.2 2 1.9 IF =a 15 14.4 
Stratigraphic test wells - - = - ] 0.8 - - 
Dry holes = = ~ - - - 440 
Total wells 41384 8 52) 8304 W B5 
Success rate (%) 100 100 100 100 100 100 94 94 
LAND HOLDINGS AS AT DECEMBER 31, 2005 (Acres) 
Developed Undeveloped Total 

Gross Net Gross Net Gross Net 
Long Coulee 47,807 30,957 23,493 13,868 71,300 44825 
Little Bow 7,193 5,682 10,400 7,920 (7593. \3 {602 
Other Southern Alberta 30,009 11,345 29,568 IZ 518 59,577 28,863 
Total Southern Alberta 85,009 47,984 63,461 39,306 148,470 87,290 
Central Alberta 7,/08 5,909 7,000 6,870 14,708 12,779 
Mooney 1,280 885 21,920 16,380 23200 17,265 
Rainbow 5,435 4,137 16,800 9,533 IDI || 360) 
Other Alberta 12,258 11,650 48,160 36,040 60,418 47,690 
Total Alberta 111,690 70,565 157,341 108,129 269,031 178,694 
Salt Lake 23, X80 22,028 71,198 71,198 94,558 93,226 
Broadacres 584 584 13,838 13,838 14422 14422 
Pikes Peak 3,493 3,493 2,895 2,895 6,388 6,388 
Thunderchild 9,543 7,817 24/213 2337/3 33,756 31,190 
Other Saskatchewan 10,849 10,849 35,551 35,55 46,400 46,400 
Total Saskatchewan 47,829 44,771 147,695 146,855 195,524 191,626 
Total land holdings 159,519 115,336 305,036 254,984 464,555 370,320 


Atlas Energy Ltd | 2005 Annual Report 


RESERVES 


The natural gas, natural gas liquids and oil reserves of the Company as at December 31, 2005 have been evaluated 


by the independent engineering firm of Sproule Associates Limited (“Sproule”) in a report dated February 24, 2006. 


All of the Company's properties were evaluated by Sproule and each property, where proved or probable additional 
reserves were indicated, was evaluated individually with respect to geology, reservoir characteristics, production 
history and economic factors influencing the future revenues obtainable from the net remaining reserves. Sproule 
are qualified and experienced registered engineers and geologists and are independent of the Company. Sproule 
used information made available by the Company including the extent and character of ownership, and all available 
information relating to revenues, expenses and budgeted expenditures. Atlas also provided all well and seismic data 


to Sproule to assist in the assignment of reserves. 


The reserve evaluation was reported to the Reserve Committee of the Board of Directors for its review and approval. 
The Board of Directors through the Reserve Committee conducted certain due diligence and was satished with the 


process that had been used in the preparation of the reserve report. 


Presented below are summary tables of the Company's reserves as at December 31, 2005 based on Sproule’s 
escalating price forecast. All reserves are defined as the total remaining recoverable reserves owned by the 


Company before the deduction of royalties. 


lt should not be assumed that the present values of estimated future net cash flows shown below is representative 
of the fair market value of the reserves. There is no assurance that such price and cost assumptions will be attained 
and variances could be material. The recovery and reserve estimates of crude oil and natural gas reserves provided 
herein are estimates only and there is no guarantee that the estimated reserves will be recovered. Actual crude oil 


and natural gas reserves may be greater than or less than the estimates provided herein. 


DECEMBER 31, 2005 RESERVE SUMMARY 


Light Crude Heavy Crude Natural 


Oil Oil Gas NGL's Boe's 
mbbl mbbl bcf mbbl mboe 

Proved developed 
Producing 358.1 2,441.3 D3 43.8 6,567.2 
Non-producing Sila 748.2 oS neo) VASs 
Proved undeveloped 128.6 1,390.6 lh 58.8 2,768.0 
Total proved 523.8 4,580.1 31.8 113.6 10,514.3 
Probable 322.9 2,948.8 17.9 92.2 6,350.4 
Total proved plus probable 846.7 7,528.9 49.7 205.8 16,864.7 
Possible - SOS SL 9.1 - 4,556.5 
Total proved plus probable plus possible 846.7 10,562.6 588 205.8 DAA 
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2005 RESERVE RECONCILIATION 


Natural Gas Oil & Liquids Total 
bcf mbbls mboe @ 6:1 
Proved + 
Proved+ Probable + 


Proved Probable Probable Probable 


Possible 


Possible Proved Possible Proved 


31-Dec-04 (1) 23.4 16.0 = 1,706.0 = 6,496.0 10,849.7 10,849.7 


Extensions 33 3.0 6S O73 OOS 2 e222 ~ 1,519.0 3,183.0 7,088.5 

Recompletions 0.2 - = Byes) DUS - 80 116.0 116.0 
Revisions 42 es) 2.6 (648.4) (677.3) 211.5 5Bel (1,205.1) (554.0) 
Discoveries 2.0 0.6 : 40.0 29.4 = S76 S27! 52,7 
Acquisitions 47 1.8 - AES 03. - 3,442.9 4,812.1 4,812.1 

Dispositions = - E 49.3 - 49.3 493 
Production (6.0) - - - - (453) 453:0) 4531) 


31-Dec-05 31.8 17.9 


(1) As evaluated by Spoule Associates Limited 


WATS ISO39 _ SOs3// 10,514.0 16,8647 — 21,421.2 


PRESENT VALUE OF FUTURE CASH FLOWS BEFORE TAX (Escalated dollar economics at 10% discount rate) 


(50005 At December 31) 2005 2004 
Proved producing 146,419 54,027 
Proved non-producing 11,082 4,976 
Proved undeveloped S70 17,363 
Total proved 188,672 76,366 
Probable TM 42,408 
Total proved plus probable 263,843 118,774 
Possible 30,385 - 
Total proved plus probable plus possible 294,228 118,774 
The commodity price forecast used by Sproule as at December 31, 2005 is set forth below: 
Light Crude Oil Heavy Oil Gas NGLs 
Hardisty Energy” 
WTI Edmonton Alberta Lloyd- Edmonton CostOperatingExchange 
Cushing Par Price Royalty blend Edmonton Edmonton  Pentanes Inflation Cost Rate 
Oklahoma? 40° Par Price 22.3°AP| AECOGas Propane Butanes Plus Rate Rate ($US 
(SUS/bbl) ($/bbl) ($/bbl) ($/bbl) ($/mmbtu) ($/bbl) ($/bbl) ($/bbl) (%/Yr) (%/Yr) — $Cdn) 
2006 60.81 70.07 Gyoy/, 45.32 Se 39.25 47.01 Aer Toll BS (OBS 
2007 61.61 70.99 68.45 45.74 10.84 39.76 47.62 TT 13 DS (YSIS 
2008 54.60 6273 60.16 41.08 8.95 35.14 42.08 64.25 -114 2S 0l85 
2009 50.19 5755 54.91 38.13 7.87 3227) 38.59 58.92 -8.1 iS (OSs 
2010 47.76 54.65 59 36.50 TS 30.61 36.66 55.97 -4.8 tomenOle5 


escalated rate of 1.5% thereafter 


a. 40° API, 0.4% sulphur. 
b. Based on WTI SUS/bbI. 
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Mooney and Unity Resource Plays 


Atlas’ strategy is to secure and develop resource plays, focusing on extensive reservoirs of conventional heavy 

oil and shallow natural gas with large in-place reserves. The Company's main resource plays include the Mooney 
heavy oil pool and the Unity shallow gas pool. Under current reserve evaluation guidelines, these resource plays 
can generate large recoverable oil and gas reserves only when the development of these pools reaches a level that 


substantiates a high degree of confidence in recovering those reserves. 


Atlas’ independent engineers have initially estimated hydrocarbon in place volumes for the Mooney and Unity 
resource plays and recovery factors for Mooney. Due to the early stage of development of these fields at year end 
2005, the independent engineers have assigned proved, probable and possible reserves to limited areas of these 
pools. Additional successful drilling and positive well performance may result in increases to the initial estimates of 


oil in place and may allow recoverable reserves to be assigned to larger areas within the mapped pool boundaries. 


At Mooney, based on well information available at February 1, 2006, the independent engineers have estimated 
original oil in place volumes of 131 million barrels, with 106 million barrels contained within the portion of the pool 
that they believe to be developable. Atlas’ net working interest share of the 106 million in place developable barrels 
is approximately 76 million barrels. The independent engineers have estimated preliminary primary recovery factors 
from this pool to be 8% proved (high degree of certainty of being recovered), 10% proved plus probable (less 
certain to be recovered) and 15% proved plus probable plus possible (less certain to be recovered than proved plus 
probable). Based on the limited drilling and production data available at year end 2005, the independent engineers 
have assigned the following reserves net to Atlas at Mooney: 1.26 million boe's proved, 2.55 million boe’s proved 


plus probable and 6.0 million boe’s proved plus probable plus possible. 


At Unity, based on well information available at year end 2005, the independent engineers have estimated original 
gas in place at 77 bef, all at 100% working interest to Atlas. With no production from this pool currently on stream, 
it is too early for the independent engineers to estimate recovery factors from this pool. Atlas believes other similar 
shallow gas pools have achieved recovery factors of 50%, which may be achievable at Unity with sufficient drilling 
density. Based on 27 wells drilled and production tested by year end 2005, the independent engineers have 
assigned preliminary reserves of 1.35 bcf proved, 2.7 bcf proved plus probable and 6.5 bcf proved plus probable 


plus possible, 


FINDING AND DEVELOPMENT COSTS (“F&D”) 


2005 2004 2003 

Capital expenditures ($000’s) 122,496 69,484 47,380 
Proved 

Net reserve additions (mboe) 5,471 2,871 2,595 

F & D costs without future capital cost ($/boe) 22.39 24.01 18.23 

F & D costs with future capital cost ($/boe) 25.63 26.75 22.64 
Proved plus probable 

Net reserve additions (mboe) 7,468 5,109 4,385 

F & D costs without future capital cost ($/boe) 16.40 13.49 11.66 

F & D costs with future capital cost ($/boe) 20.04 16.57 13.69 
Proved plus probable plus possible 

Net reserve additions (mboe) 12,025 5,109 4,385 

F & D costs without future capital cost ($/boe) 10.19 13.49 11.66 

F & D costs with future capital cost ($/boe) 14.41 16.57 13.69 
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Net reserve additions and changes to future capital costs used in the finding and development costs are as per the 


Sproule Associates Limited report dated February 24, 2006. 


RESERVE LIFE INDEX (BASED ON DECEMBER PRODUCTION FOR EACH YEAR) 


Years 2005 2004 
Proved ; 55 42 
Proved plus probable 8.8 7.0 


Proved plus probable plus possible 12 7.0 
NET ASSET VALUE AS AT DECEMBER 31 


(50005 except per share amounts) 2005 2004 


Reserve value-proved plus probable plus possible (at 10% discount rate, pretax) 294,228 118,374 
Undeveloped land 15,803 VA 

Seismic 6,271 5,067 
Bank debt (48,071) (13,736) 
Working capital deficiency (14,298) (3,998) 
Net asset value basic 253,933 116,878 
Exercises of warrants and options 10,895 7,704 
Net asset value diluted 264,828 124,582 
Number of shares at December 31 (millions of shares) 

Basic 61.3 50.4 
Diluted 64.2 53) 


Net asset value per share (dollars) 
Basic 4.14 DBD 
Diluted 4.12 235 


Reserve, undeveloped land and seismic values are based on independent third party evaluations. 

The Company's estimate of net asset value as at December 31, 2005 is based upon Sproule Associates Limited's 
estimate of the value of the production from the Company's proved and probable reserves discounted at 10% on 
a pre-tax basis. The estimates used for undeveloped land and proprietary seismic are based on third party reports 
prepared for the Company. Bank debt and working capital deficiency are as per the Company's audited financial 


statements as at December 31, 2005. 


BUSINESS CONDITIONS AND RISK 


The business of exploration, development and acquisition of oil and gas reserves involves a number of uncertainties 
and as a result Atlas is exposed to certain business risks inherent in the oil and gas industry which impact Atlas’ 
results. These business risks can be generally grouped into two major areas: operations risk, including environmental 


risk, and financial risk. 


The Company faces risks associated with finding, developing and producing oil and gas reserves. The Company 
attempts to control operating risks by maintaining a disciplined approach to the implementation of the 
exploration and development program. Exploration risks are managed by hiring experienced technical staff and by 
concentrating the exploration activity on specific core regions where the Company has experience and expertise. 
The Company also attempts to operate associated projects where its level of ownership is sufficient. Operational 


control allows the Company to manage costs, timing, and sales of production. 


Estimates of economically recoverable reserves and the future net cash flow they will generate are based on 


a number of factors and assumptions, such as commodity prices, projected production and future operating 
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costs. All of these estimates may vary from actual results. The Company has its reserves evaluated annually by an 


independent engineering firm and reviews their findings with the Board of Directors. 


Environmental risks are also associated with field operations. The Company has health and safety programs and 
procedures, and an environmental standards policy. These policies and procedures are designed to protect and 
maintain the environment with respect to all company operations on behalf of the shareholders, employees and 
public. The Company performs an annual third party audit of all the safety and environmental policies to ensure 


compliance. Atlas also carries environmental liability, property, drilling and general liability insurance. 


The Company is exposed to financial risks in the form of commodity prices, interest rates, the Canadian to US. dollar 
exchange rate and inflation. Atlas manages commodity price risks by focusing its capital program on areas that 

will generate attractive rates of return even at substantially lower commodity prices than the industry is currently 
receiving. The Company also conducts a price-hedging program designed to mitigate large downward movements 


in commodity prices. 


Strengths and Weaknesses in relation to competitors. 


The Company believes it has a competitive advantage from its familiarity and experience in developing 
conventional heavy oil pools. Staff working at Atlas have been identifying, drilling and producing heavy oil fields 
for many years and have substantial knowledge of different exploration and development techniques to achieve 
success in this type of resource. Many competitors may not be willing to commit the capital required to test, 
produce and develop certain large conventional heavy oil pools whereas Atlas, with its experience can secure large 


resource prospects with significant development potential which will benefit the Company in the future. 
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NANC 


A top-drive rig drilling a horizontal well at Mooney. 


MANAGEMENT'S REPORT TO THE SHAREHOLDERS 


These financial statements are the responsibility of the management of Atlas Energy Ltd. (“Management”). They 
have been prepared in accordance with Canadian generally accepted accounting principles using Management's 


best estimates and judgments, where appropriate. 


Management is responsible for the reliability and integrity of the consolidated financial statements, notes to the 
consolidated financial statements and other financial information contained in this report. Estimates are sometimes 
necessary in the preparation of these statements because a precise determination of some assets and liabilities 
depends on future events. Management has based these estimates on careful judgments and believes they are 
properly reflected in the accompanying financial statements. Management is also responsible for maintaining a 
system of internal controls designed to provide reasonable assurance that assets are safeguarded and that account- 


ing systems provide timely, accurate and reliable financial information. 


The Board of Directors of Atlas is responsible for ensuring that Management fulfils its responsibilities for financial re- 
porting and internal controls. The Board meets with Management to ensure that Management's responsibilities are 
fulfilled, to review financial statements and to recommend approval of the financial statements. An independent 
auditor appointed by the shareholders, KMPG LLP, has audited the financial statements of Atlas in accordance with 
Canadian generally accepted auditing standards and has provided an independent professional opinion. 


Richard Lewanski James C. (Pep) Lough 
President & CEO Vice President Finance & CFO 
March 24, 2006 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Atlas Energy Ltd. as at December 31, 2005 and 2004 and the 
consolidated statements of operations and retained earnings and cash flows for the years then ended. These con- 
solidated financial statements are the responsibility of the company’s management. Our responsibility is to express 
an opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the consolidated financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting 


principles used and significant estimates made by management, as well as evaluating the overall financial state- 
ment presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the company as at December 31, 2005 and 2004 and the results of its operations and its cash flows for the years 
then ended in accordance with Canadian generally accepted accounting principles. 


Adal Z LW 


Chartered Accountants 
Calgary, Canada 
March 24, 2006 
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CONSOLIDATED BALANCE SHEETS 


December 31, 2005 December 31, 2004 
Assets 
Current assets: 
Accounts receivable $ 17,214,780 5 7,421,388 
Inventory, prepaid expenses and other 1,238,315 776,207 
18,453,095 8,197,595 
Property, plant and equipment (Note 3) 219,976,572 129,104,659 
Goodwill (Note 2) 17,887,802 2,900,000 
$ 256,317,469 5 140,202,254 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities $ SPP pays S 12,195,515 
Bank loan (Note 4) 48,070,786 13,735,732 
80,822,323 25,931,247 
Future income tax liability (Note 7) 28,170,325 10,502,021 
Asset retirement obligation (Note 11) 8,068,705 6,012,271 
Shareholders’ equity: 
Share capital (Note 5) 129,388,676 84,742,549 
Contributed surplus (Note 6) 2,025,095 1,251,972 
Retained earnings 7,842,345 11,762,194 
13925671116 MUS NS 
5 256,317,469 $ 140,202,254 


See accompanying notes to financial statements. 


On Behalf of the Board 


ox Cone 


Richard Lewanski, Director Lloyd Arnason, Director 
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CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS 


Years ended December 31 


Revenue: 
Petroleum and natural gas sales 


Royalties, net of Alberta Royalty Tax Credit 


Expenses: 
Operating 
Transportation 
General and administrative 


nterest expense 


Depletion, depreciation and amortization 


(Loss) income before income taxes 
Income taxes (Note 7): 
Capital tax and Saskatchewan resource surcharge 


Future tax (reduction) expense 


Net (loss) income 
Retained earnings, beginning of year 
Retained earnings, end of year 
Net (loss) income per Common Share: 
Basic (Note 5(d)) 
Diluted (Note 5(d)) 


See accompanying notes to financial statements. 
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2005 


$ 68,588,999 
16,665,444 
Dil, 923,055 


12,890,010 
1,834,343 
3,106,611 
1,387,398 

34,219,183 

53,437,545 

(1,513,990) 


950,094 
1,455,765 
2,405,859 

(3,919,849) 
11,762,194 


$ 7,842,345 


2004 


$50,012,173 
9,499,311 
40,512,862 


11,242,361 
(level Ss 
2,352,580 
402,851 
24,390,/68 
39,520,719 
992,143 


476,996 
(12,905) 
464,091 
528,052 
11,234,142 
$11,762,194 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


Cash provided by (used in): 

Operations: 

Net (loss) income 

Add non-cash items: 
Stock based compensation expense 
Depletion, depreciation and amortization 
Future income taxes 

Asset retirement costs 

Funds from operations 


Change in non-cash working capital from operations 


Financing: 
Shares issued for cash, net of share issue costs 
Repayment of long-term debt 


Bank indebtedness 


Investing: 
Purchase of plant, property and equipment 
Business Acquisition, net of cash acquired (Note 2) 


Proceeds from sale of plant, property and equipment 


Change in non-cash working capital from investing 


Decrease in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes to financial statements. 


December 31, 


2005 


(3,919,849) 


1,287,141 
34,219,183 
1,455,765 
(512,394) 
32,529,846 
11,650,783 
44,180,629 


21,464,292 
34,335,054 
55,799,346 


(62,463,879) 
(34,605,544) 
478,253 
(3,388,805) 
(99,979,975) 


$ 


December 31, 


2004 


528,052 


406,126 
24,390,768 
(12,905) 
(482,740) 
24,829,301 
5,819,840 
30,649,141 


DOO Srl, 
(17,039) 

|S WB5, 733 

43,716,811 


(58,079,951) 
(11,993,340) 
1,642,926 
(6,721,340) 
(ZS alsin 05) 
(785,753) 
785,/53 
0 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


The consolidated financial statements of Atlas Energy Ltd. have been prepared by management in accordance with 
accounting principles generally accepted in Canada. 


1. SIGNIFICANT ACCOUNTING POLICIES 
(a) Principles of consolidation: 
The consolidated financial statements include the accounts of the Company and its wholly owned 
subsidiary Castle River Resources Ltd. 


(b) Oil and gas operations: 
The Company follows the full cost method of accounting for oil and gas operations. All costs of exploration 
for and development of oil and gas reserves are capitalized into a single Canadian cost centre. Such costs 
include land acquisition costs, geological and geophysical expenses, carrying charges of non-producing 
property, costs of drilling both productive and non-productive wells and overhead charges related to 
exploration and development activities. Proceeds received on the sale of natural gas and petroleum 
properties are credited to the capitalized costs except for dispositions which would significantly alter the 
relationship between capitalized costs and proven natural gas and petroleum reserves. 


(c) Depletion and Depreciation: 
Depletion of petroleum and natural gas properties is provided using the unit-of-production method based 
on production volumes before royalties in relation to total estimated proved reserves as determined by 
independent engineers and calculated in accordance with National Instrument 51-101. Reserves and 
production quantities, for depletion calculations, are converted to equivalent units of oil based on 6,000 
cubic feet of natural gas to one barrel of oil. 


Calculations for depletion and depreciation of production equipment are based on total capitalized costs 
plus estimated future development costs of proved undeveloped reserves less the estimated net realizable 
value of production equipment and facilities after the proved reserves are fully produced. The costs of 
acquiring and evaluation unproved properties are excluded from depletion calculations. These properties 
are assessed periodically to ascertain whether impairment has occurred. When the property is considered 
to be impaired, the cost of the property or the amount of the impairment is added to costs subject to 
depletion. 


(d) Other Capital Assets: 
Office equipment and furniture are depreciated on a declining balance basis at 20% to 30% per annum. 
Capital leases are depreciated on a unit-of-production method based on gross reserves of natural gas and 
petroleum in each cost center as determined by independent engineers. 


(e) Ceiling Test: 
The Company applies a two-stage ceiling test to capitalized costs to ensure that such costs do not exceed 
the undiscounted future cash flows from production of proved reserves. Undiscounted future cash flows 
are calculated based on management's best estimate of forward indexed prices applied to estimated future 
production of proved reserves plus anticipated proceeds from the sale of undeveloped properties, less 
estimated future operating costs, royalties net of Alberta Royalty Tax Credits, capital and income taxes, future 
development costs and abandonment costs. When the carrying amount of a cost centre is not recoverable, 
the second stage of the process will determine if any impairment exists and the if the cost centre is to be 
written down to its fair value. The second stage requires the calculation of discounted future cash flows from 
proved plus probable reserves. The fair value is estimated using accepted present value techniques, which 
incorporate risks and other uncertainties when determining expected cash flows. 
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(f) 


(h) 


Use of estimates: 

The amounts recorded for depletion and depreciation of petroleum and natural gas properties and 
equipment, and the provision for asset retirement obligation are based on estimates. The ceiling test is 
based on estimates of proved reserves, production rates, oil and gas prices, future costs and other relevant 
assumptions. By their nature, these estimates are subject to measurement uncertainty and the effect on the 
financial statements of changes in such estimates in future periods could be significant. 


Goodwill: ; 

Goodwill is the residual amount that results when the purchase price of an acquired company exceeds 
the amounts allocated to the net assets and liabilities acquired, based on their fair values. Goodwill is 
assessed for impairment at year-end. When the carrying amount of goodwill exceeds the implied fair 
value of goodwill, an impairment loss is recognized for the amount of the excess. Such a process involves 
considerable judgment. 


Asset retirement obligation: 

The Company records a liability for the fair value of legal obligations associated with the retirement of 
long-lived tangible assets in the period which they were incurred, normally when the asset is purchased 

or developed. Upon recognition of the liability there is a corresponding increase in the carrying amount of 
the long-lived asset, which is depleted on a unit of production basis over the life of the reserves. The liability 
is adjusted each reporting period to reflect the passage of time, with accretion charged to income. Actual 
costs incurred upon settlement of the obligations are charged against the liability. 


Stock-based compensation plans: 

The Company has an equity incentive plan as described in note 5. The Company records stock based 
compensation in its accounts following the fair value method. The fair value of an option is calculated at the 
grant date, and expensed equally over the vesting term of the option. The company records the cumulative 
stock based compensation as a contributed surplus. When options are exercised the company reduces the 
contributed surplus and increases share capital by the amount of accumulated stock based compensation 
for the exercised option. The company reverses accumulated stock based compensation and contributed 
surplus on option contracts that are cancelled each period. 


Effective January 1, 2002, the Company prospectively adopted the new accounting policies with respect to 
accounting for stock options. Compensation expense has been recognized for stock options granted on or 
after January 1, 2003 and disclosed in note 5 (c) for stock options granted during 2002. Any consideration 
received on exercise of the stock options is credited to share capital. 


Revenue Recognition: 
Revenues from the sale of petroleum and natural gas are recorded when title passes to an external party. 


Joint operations: 
Certain petroleum and natural gas activities are conducted jointly with others. These financial statements 


reflect the Company's proportionate interest in such activities. 


Per share amounts: 

Basic per share amounts are calculated using the weighted average number of shares outstanding during 
the year. Diluted per share amounts are calculated based on the treasury-stock method, which assumes that 
any proceeds obtained on exercise of options would be used to purchase common shares at the average 
market price during the period. The weighted average number of shares outstanding is then adjusted by the 


new change. 
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(m) Flow-through shares: 
The resource expenditure deductions for income tax purposes related to exploratory and development 
activities funded by flow-through share arrangements are renounced to investors in accordance with tax 
legislation. Future tax liabilities and share capital are adjusted by the estimated cost of the renounced tax 
deductions when the expenditures are renounced. 


(n) Income Taxes: 
The Company uses the liability method of tax allocation accounting. Temporary differences arising from the 
differences between the tax basis of an asset or liability and the carrying amount on the balance sheet are 
used to calculate future income tax assets or liabilities. Future income tax assets or liabilities are calculated 
using tax rates anticipated to apply in the periods that the temporary differences are expected to reverse. 


(o) Cash and Cash Equivalents: 
Cash and cash equivalents include bank balances and highly liquid temporary money market instruments 
with original maturities of three months or less. 


(p) Financial instruments: 
The Company has a price risk management program whereby the commodity price associated with a 
portion of its future production is fixed. The Company may sell forward a portion of its future production 
through a combination of fixed price sale contracts with customers and commodity swap agreements 
with financial counterparties. The forward and futures contracts are subject to market risk from fluctuating 
commodity prices and exchange rates, however, gains and losses on the contracts are offset by changes in 
the value of the Company's production and recognized in income in the same period and category as the 
hedge item. 


2. BUSINESS ACQUISITION 
The Company acquired all of the shares of Avalon Resources Ltd. for total consideration of $47.8 million. Avalon 
Resources Ltd. was a private company involved in the exploration, development and production of oil and 
natural gas in the Celtic and Thunderchild areas of Saskatchewan. The transaction was accounted for using the 
purchase method and resulted in an excess purchase price over the fair value of assets and liabilities acquired 
of approximately $15.0 million which has been stated as goodwill. The consolidated accounts of the Company 
include the results of the acquisition from the closing date of November 25, 2005. 


The purchase price equation is as follows: 


Cost of Acquisition: 


Common shares issued $ 24,152,053 
Cash 23,443,282 
Transaction costs 205,791 
S 47,801,126 
Allocated: 
Property, plant and equipment S 60,965,607 
Goodwill 14,987,802 
Cash 1,218,297 
Accounts receivable 1,821,662 
Accounts payable and accrued liabilities (3,860,206) 
Bank indebtedness (12,174,769) 
Future income tax liability (14,191,660) 
Asset retirement obligation (965,607) 


aS 47,801,126 


In April 2004, the Company acquired all of the shares of 1003068 Alberta Ltd. for cash consideration of $12.1 
million. 1003068 Alberta Ltd. was a private company involved in the exploration, development and production 
of oil and natural gas in the Salt Lake, Saskatchewan area. The transaction was accounted for using the 
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purchase method and resulted in an excess purchase price over the fair value of assets and liabilities acquired 
of approximately $1.9 million which has been stated as goodwill. The consolidated accounts of the Company 
include the results of the acquisition from the closing date, April 21, 2004. 


The purchase equation is as follows: 


Cost of Acquisition 5 12 oA 


Allocated: 


Property, plant and equipment S$ 12,653,445 
Goodwill : 1,900,000 
Cash 143,372 
Accounts receivable 252,894 
Future income tax liability (2,675,504) 
Asset retirement obligation (137,495) 

S$) 12136712 


. PROPERTY, PLANT AND EQUIPMENT 
Accumulated 


Depletion and Net 
Cost Depreciation Book Value 

2005 
Petroleum and natural gas properties 306,363,388 86,758,603 219,604,785 
Office equipment 723,475 351,688 371,787 
307,086,863 87,110,291 219,976,572 

2004 
Petroleum and natural gas properties 181,978,401 53,148,117 128,830,284 
Office equipment 541,563 267,188 274,375 
182,519,964 53,415,305 129,104,659 


For the year ended December 31, 2005, the depletion calculation and ceiling test has excluded the cost of 
unproven properties of $10.2 million (2004 - $9.1 million). 


For the year ended December 31, 2005, the Company capitalized general and administrative costs of $1.5 million 
(2004 - $1.3 million). 


As at December 31, 2005, the total asset retirement obligation to be expended over the life of the remaining 
proved reserves are estimated to total $8.1 million (2004 - $6.0 million). 


The Company made assumptions for the purposes of conducting a ceiling test on its petroleum and natural gas 
properties at December 31, 2005. Where possible the Company based its assumptions on the forecasted prices 
and costs from its reserves report dated December 31, 2005. The following critical assumptions were made: 


Light Crude Oil Heavy Oil Gas NGL's 
Hardisty Energy? 

WTI Edmonton Alberta Lloyd- Edmonton CostOperatingExchange 
Cushing Par Price Royalty blend Edmonton Edmonton  Pentanes Inflation Cost Rate 
Oklahoma? 40° Par Price 22.3°API| AECOGas_ Propane  Butanes Plus Rate Rate (SUS 
($US/bbl) ($/bbl) ($/bbl) ($/bbl) ($/mmbtu) ($/bbl) ($/bbl) ($/bbl) (%/Yr) (%/Yr) — $Cdn) 
2006 60.81 70.07 OV) 45.32 58 JE)25) 47.01 Ape ae Holl DS (OSS 
2007 61.61 70.99 68.45 45.74 10.84 39,76 47.62 VI \| ies) IS OUSS 
2008 54.60 62.73 60.16 41.08 8.95 35.14 42.08 64.25 -114 Ms) (O)ssh5) 
2009 50.19 5/53 54.91 38.13 7.87 3222. 389 tony -8.] Ik (OSS 
2010 47.76 54.65 SSS 36.50 esl 30.61 36.66 5527 -4.8 se OBst5 


escalated rate of 1.5% thereafter 


a. 40° API, 0.4% sulphur. 
b. Based on WTI SUS/bbI. 
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4. BANK LOAN 
The Company has a credit facility with a syndicate of two financial institutions in the amount of $80 million. 
The facility is subject to a borrowing base. The Company may borrow, repay or re-borrow advances with the 
aggregated outstanding not to exceed the credit facility. The facility bears interest at bank prime rate payable 
monthly and is secured by a general securities agreement. 


The facility is subject to a semi-annual review. The next review will be undertaken by May 1, 2006. This review will 
include a borrowing base re-determination and a full assessment of the Company's financial position, operations 
and current reserve report. 


5. SHARE CAPITAL 
(a) Authorized: 
Unlimited number of voting common shares, without par value 
Unlimited number of preferred shares, without par value 


(b) Issued: 
Number of 
shares Amount 

Outstanding as at December 31, 2003 39,731,216 $ 54,713,798 
For cash 4 400,000 14,300,000 
For cash, pursuant to flow-through, net of tax 1,000,000 2,653,200 
For cash, pursuant to flow-through 1,500,000 6,750,000 
Issued on exercise of stock options 342,658 5S) MPS 
Issued on the exercise of warrants 3,456,070 6,640,901 
Share issue costs, net of tax of $419,479 = (867,573) 
Outstanding as at December 31, 2004 50,429,944 $ 84,742,549 
For cash 4,762,000 20,000,400 
Issued on acquisition of Avalon Resources Ltd. 5,095,370 24,152,053 
Issued on exercise of stock options 1,010,321 2,591,507 
Transfer from contributed surplus on the exercise 

of stock options 1,050,660 
Tax effect of December 2004 flow-through (2,426,251) 
Share issue costs, net of tax of $405,373 (722,242) 
Outstanding as at December 31, 2005 61,297,635 $129,388,676 
Warrants: 
Outstanding as at December 31, 2003 3,488,021 S 938,386 
Conversion to common shares (3,456,070) (929,789) 
Forfeited (31,951) (8,597) 
Outstanding as at December 31, 2004 and 2005 - $ = 
Total Value of Share Capital and Warrants - $129,388,676 
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(c) Stock options: 
The Company has an employee stock option plan under which employees, directors, and certain consultants 
are eligible to receive grants. As at December 31, 2005 5,400,000 common shares were reserved for issuance 
under the plan. Options granted under the plan have a term of five years to expiry and vest over three years. 
The outstanding options are exercisable at various dates to December 1, 2010. On December 31, 2005 
2,911,000 options were outstanding with an exercise price between $1.48 and $5.62, and a weighted average 
contractual life of 4.4 years. 


Number of Weighted average 

options exercise price 

Outstanding as at December 31, 2003 2,577,000 2.78 
Granted 650,658 3.42 
Exercised (342,658) 155 
Cancelled (208,000) 3.16 
Outstanding as at December 31, 2004 2,677,000 2.88 
Granted 1,632,654 444 
Exercised ROT OS2ZT 256 
Cancelled (388,333) 3.61 
Outstanding as at December 31, 2005 2,911,000 3.74 


The fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing 
model with the following assumptions: 
Twelve Months Ended Dec 31 


2005 2004 
Assumptions: 
Risk free interest rate (%) 4.25 4] 
Expected life (years) 35) 3.5 
Expected volatility (%) 48 40 


The Company has recorded an expense for share options during the three month period ended December 
31, 2005 in the amount of $442 thousand (earnings per share: basic and diluted - 0.01) (December 31, 2004, a 
recovery of $298 thousand). For the year 2005, $1,287 thousand (2004 - $406 thousand) was expensed. For the 
year ended December 31, 2002, had the Company determined compensation cost based on the fair value at 
the date of the grant for its stock options, net earnings would have decreased by $49 thousand in 2002, $228 
thousand in both 2003 and 2004, and $179 thousand in 2005. 


As at December 31, 2005 


Range of Number of 

exercise options Average Weighted average Number Weighted average 
price outstanding remaining life exercisable price exercisable exercisable price 
1.48 to 2.83 35 1672 is 1.48 351,672 1.48 
2.84 to 3.18 316,660 37) 3.10 104,220 anil 
31S ie 350 375,679 35) 838 68,555 33] 
3.51 to 4.00 567/335 2.9 3./0) 230,221 3.68 
4.01 to 4.40 541,999 43 4.23 D555 437 
4.41 to 5.62 Vio) 44 4.92 - 
1.48 to 5.62 2,911,000 3.6 3.74 780,224 2.78 
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(d) Per Share Amounts 
Per share amounts have been calculated using the weighted average number of common shares outstanding 
during the year. The weighted average number of common shares outstanding at December 31 is a follows: 


Weighted average number of common shares 


outstanding during the year 51,577,098 46,129,496 
Diluted weighted average number of common shares 
outstanding during the year 52,192,087 47,113,617 


6. CONTRIBUTED SURPLUS 


334,123 
406,126 
53,792 
(19,569) 
25/2 


Balance, beginning of year 1,251,972 
Stock-based compensation expense 1,287,141 
Stock-based compensation capitalized 536,642 


Transfer to share capital on exercise of options (1,050,660 
Balance, end of year 2,025,095 


) 


7. INCOME TAXES 
(a)Future income tax expense (reduction): 
The provision for income taxes reflects an effective income tax rate, which differs from Federal, and Provincial 
statutory tax rates. The main differences are as follows: 


2005 2004 
Income (loss) before income taxes (1,513,990) 992,143 
Corporate income tax rate 37.62% 38.62% 
Computed income tax expense (recovery) (569,563) 383,166 
Increase (decrease) resulting from: 
Non-deductible crown charges 3,535,576 2,332,661 
Non-deductible compensation expense 709,433 156,846 
Resource allowance (2,868,187) (2,237,774) 
Alberta royalty tax credit (126,422) (168,325) 
Change in enacted tax rates 727,400 (319,996) 
Capital tax and Saskatchewan Resource Surcharge 950,094 476,996 


Other 47,528 (159,483) 


Income tax expense 2,405,859 464,091 
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(b) The components of the future income tax liability are as follows: 


Future Income Tax Assets: 
Share issue costs 950,438 
Asset Retirement Obligation 2,888,864 


778,791 
Voss 


3,839,302 2,436,163 
Future Income Tax Liabilities: 
Property, plant and equipment (32,009,627) (12,938,184) 


(28,170,325) 


Net Future Tax Liabilit (10,502,021) 


. CHANGE IN NON-CASH WORKING CAPITAL 


2005 2004 
Accounts receivable (7,971,730) (145,135 
Prepaid expenses (462,108) (334,982) 
Accounts payable 16,695,816 (421,383 
8,261,978 (901,500 

Comprised of: 
Change in non-cash working capital from investing (3,388,805) (6,721,340 
Change in non-cash working capital from operations 11,650,783 5,819,840 
8,261,978 (901,500 


The following cash payments have been included in the determination of earnings: 
2005 2004 


Interest paid 1,132,979 294,776 
Taxes paid 597,036 506,660 


1,730,015 801,436 


. FINANCIAL INSTRUMENTS 
Fair value of financial instruments: 
The Company's exposure to financial instruments is limited to financial assets and liabilities, all of which are 
included in these financial statements. The fair values of financial assets and liabilities that are included in the 
balance sheet approximate their carrying amounts due to the short-term maturity of those instruments. 


Credit risk: 
Substantially all of the Company's accounts receivable are with customers and joint venture partners in the oil 


and gas industry and are subject to normal industry credit risks. 


Foreign currency exchange risk: 
The Company is exposed for foreign currency fluctuations as crude oil and natural gas prices received are 


referenced to U.S. dollar denominated prices. 


Commodity price risk management: 

The Company has a price risk management program whereby the commodity price associated with a portion of 
its future production is fixed. The Company sells forward a portion of its future through a combination of fixed 
price sale contracts with customers and commodity swap agreements with financial counterparties. The forward 
and futures contracts are subject to market risk from fluctuating commodity prices and exchange rates, however, 
gains and losses on the contracts are offset by changes in the value of the Company's production and recognized 


in income in the same period and category as the hedged item. 
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As at December 31, 2005 the Company had fixed the price of future production as follows: 


TYPE OF QUANTITY PRICE 
YEAR TIME PERIOD COMMODITY CONTRACT | CONTRACTED $Cdn/G) 


2005/2006 Nov 1, 2005- March 31, 2006 NaturalGas ~ | Costiess colar ' 2,000 J per day ; 
Ella 
2006 Jan 1, 2006- Mar 31, 2006 Natural Gas _ Costiess collar ee 000 os per cay og 
2006 Apr 1, 2006- Oct 31, 2006 Natural Gas  Costless collar Bulb, 2,000 GJ per day oy. ee eer 


The mark-to-market value as at December 31, 2005 for existing contracts in place was a loss of $330,120. 


10. FUTURE COMMITMENTS 
In the normal course of its operations the Company enters into contractual agreements to drill wells on third 
party lands. The Company has committed to a five year operating lease with the remaining payments as 


follows: 
2006 2007 


Office rent - remaining portion of five year operating lease S 180,234 S$ 165,209 


11. ASSET RETIREMENT OBLIGATION 

The total future asset retirement obligations was estimated based on the Company's net ownership interest 
in all wells and facilities, the estimated costs to abandon and reclaim the wells and facilities and the estimated 
timing of the costs to be incurred in future periods. The total undiscounted amount of the estimated cash 
flows required to settle the asset retirement obligations is approximately $ 18.1 million which will be incurred 
over the next 47 years with the majority of costs incurred between 2008 and 2025. A credit adjusted risk-free 
rate of eight percent, and an inflation factor of 1.5 percent, was used to calculate the fair value of the asset 
retirement obligation. 


Changes to asset retirement obligation were as follows: 


2005 2004 
Asset retirement obligation at beginning of year 6,012,271 6,635,847 
Revisions to liabilities during period - (1,771,930) 
Liabilities acquired through business acquisition 965,607 137,494 
Liabilities incurred during period 1,079,203 1,102,066 
Liabilities settled during year (512,394) (482,740) 


Accretion 


524,018 
8,068,705 


391,534 
6,012,271 


Asset retirement obligation at end of year 


12. RELATED PARTY TRANSACTION 
During the year, the Company was billed $173,000 in legal fees by a law firm in which one of the Company's 
directors is a partner. Amounts were expensed as legal fees under general and administrative expenses, 
capitalized as transaction costs associated with the acquisition of Avalon Resources Ltd., and booked to share 
Capital as expenses associated with the $20 million equity issue which closed on December 30, 2005. As at 
December 31, 2005, included in accounts payable was $136,000 owed to the law firm. The transactions were 
made at the exchange amount, in the normal course of operations, being the amount agreed to by the parties. 
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